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We take pleasure, in presenting to the readers of “The
Woman C.P.A.” at this time, a second paper which was
presented at the West Coast Regional Conference.
Elizabeth Smelker CPA is a graduate of Ohio State Uni
versity with a B. of S. degree which she received with honors
and distinction. She is employed as a staff member of Barlow,
Davis & Wood, certified public accountants, at San Fran
cisco, Cal. As a director of the San Francisco Chapter, she
is editor of their monthly bulletin, Yerba Buena. Her pro
fessional memberships include AWSCPA, AIA, and the
California Society of CPA’s. We are indeed happy in being
able to present this paper.

INFORMATIVE FINANCIAL STATEMENTS
FOR STOCKHOLDERS AND INVESTORS
By ELIZABETH SMELKER, C.P.A.

forth the details of the capital invested in
the enterprise, including the “accumulated
earnings,” no longer called “earned sur
plus.” Experiments with these new forms
of statements appear to be helpful to inex
perienced investors and readers. The bal
ance sheet as accountants use it amazed
many readers who felt there was somethingmysterious about it when each side would
balance the other.
Wide stress is being placed on the use
of non-technical language; language which
our investor knows and even uses himself.
“Current assets” are called “cash and assets
realizable in the ordinary course of busi
ness”; and “current liabilities” are termed
“amounts owed to others that must be paid
promptly.”
There is considerable misunderstanding
as to what is meant by the word “surplus.”
To the general public and labor it has come
to mean something that is accumulated over
and above the needs of business. To some
it implies that there is something which has
been accumulated and can be readily dis

The effort to bring understanding to the
stockholder and the general public is gain
ing momentum as more and more persons
invest in stocks. Many of these new in
vestors have neither time nor training to
analyze financial statements thoroughly.
The accounting profession, consequently,
has an ever increasing responsibility to
make such statements as informative and
helpful as possible to untrained investors.
Let us review a few of the new tech
niques in annual reporting now widely used.
First, new forms of balance sheets have
been devised; some of the titles of which
are “Statements of Financial Position or
Condition,” or “Net Assets in Which Capi
tal is Invested,” or even “Stockholders’ In
vestments.” The forms may be described
as narrative, starting with current assets
from which are deducted the current lia
bilities. The other balance-sheet items fol
low with the final balance usually described
as the “excess of assets over liabilities.”
The new balance-sheet form is followed by
a stockholders’ equity statement setting
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ment. Two major steps in this direction
were taken in the Accounting Research
Bulletins No. 32 and 35. Bulletin No. 32
discussed the two major philosophies,
namely the “all inclusive” concept and the
“current operating performance” concept.
The majority of the committee adopted the
“current operating performance” concept,
but emphasized that there should be a gen
eral presumption that all items of profit
and loss recognized during the period be
used in determining the figure reported as
net income with the only possible excep
tions being items not resulting from the
usual business operations. The committee
recognized that readers of financial state
ments and particularly investors use the
statement of net income as a means of judg
ing earning capacity. Therefore there was
a desire to arrive at a single figure of net
income which would have maximum signifi
cance.
The Securities and Exchange Commis
sion in trying to fulfill its legal obligation
of making financial statements as clear as
possible to investors did not agree with the
conclusions reached in Bulletin No. 32. The
Commission issued a warning that there
would be a close scrutiny of accounting prac
tice which reflected the application of Bul
letin No. 32 believing this bulletin is suscep
tible to abuse and earned surplus statements
in conflict with the published rules and
opinions of the Commission.
In Bulletin No. 35 issued under the title
Presentation of Income and Earned Surplus
the American Institute modified its previ
ous position, and recommended that net in
come be shown without deductions or addi
tions which are properly excluded from the
determination of net income. Bulletin No.
35 has been strongly supported by the
Securities and Exchange Commission and
letters asserting deficiencies have been fre
quently issued in cases in which it was not
followed. The New York Stock Exchange
supported Bulletin No. 35 by issuing a
letter to the president of all listed com
panies in which it suggested that the
primary figures of the earnings reported to
security holders and the investing public
should be the net income for the year de
termined in accordance with generally ac
cepted practice at the present time.
We know that the majority of stockhold
ers have neither the time nor training to
analyze financial statements thoroughly.
But if they know little else they know the
importance of earnings and they quite
naturally think in terms of earnings per

tributed; to others it is even thought to be
available in the form of ready cash. The
American Institute of Accountants recom
mended the discontinuance of the term in
its official October 1949 bulletin of the pro
cedure committee. Top officials of com
panies and accountants also recognize the
need for different terminology. Substitutes
for “earned surplus” now in use are “ac
cumulated earnings,” “earnings retained in
the business,” and “earnings reinvested in
the business.” The term “capital surplus”
is being replaced with such terminology as
“amount paid the company for capital stock
in excess of par value” or “additional paidin capital.”
Another term which has caused consider
able confusion is the word “reserve.” The
committee on accounting procedure of the
American Institute of Accountants issued
a bulletin in 1948 recommending that the
use of the term “reserve” be limited to indi
cate that an undivided portion of assets is
being held for general or specific purposes,
and that the use of the term in the balance
sheet is describing deductions from assets
or provisions for particular liabilities and
also in the income statement be discon
tinued. It is, therefore, not only incorrect
but wrong to refer to amounts provided for
bad debts as a “reserve for bad debts.”
Surely it is more informative to use “allow
ance for losses in collection” or “estimated
bad debts.” “Reserve for depreciation” is
more accurately a “portion of cost allocated
to past fiscal periods” or a “portion charged
off as depreciation.” Certainly an incorrect
use of the word “reserve” is its use in de
scribing liabilities such as “reserve for fed
eral taxes on income.” This liability is an
“accrued liability for federal taxes on in
come.”
Efforts are being made to explain the
bases on which various items are carried
in the financial statements. For example,
the bases of property accounts are ex
plained, and sometimes the stockholder is
even told what it would cost to replace the
existing facilities and what depreciation
charges would be required. The method of
valuing inventories is defined in paren
thetical phrases or foot-noted.
Within our profession we recognize that
too much emphasis should not be placed on
any single figure of net income. Yet efforts
to get this idea across to the general public
have met with but limited success. Recog
nizing that, efforts have increased particu
larly in the last two or three years toward
increasing the significance of the final figure
of net income shown on the -income state
9

Nevertheless to provide the stockholder
with what he wants and then supplement
it with other useful comparisons which will
help him, will be making financial state
ments more “financial” while still preserv
ing the accounting aspects of these state
ments. The practice of showing income in
cents per dollar of sales is one such useful
comparison and certainly a more significant
figure than the return on investment. The
percentage of return on investment can be
misleading if investment values are grossly
overstated in terms of present-day values.
The use of income cents per dollar of sales
should be encouraged.
Another innovation in the income state
ment has been the breakdown of the cost of
goods sold to show wages, payroll taxes and
pensions. Surely we should all realize the
importance of showing wages which in most
businesses today are the largest single item
of cost. Similarly, with the growth of pen
sion plans it is going to become increasingly
important to indicate each year’s pension
costs. Labor’s recurring annual demands on
industry are based on the plea that business
is making too much and can afford to pay
labor more. The public generally has ac
cepted labor’s view that industry is making
too much. Government officials seem to have
willingly accepted the theory that industry’s
ability to pay ever-increasing taxes is prac
tically unlimited. Those of us who believe
in the free-enterprise system are concerned
by the effect of such demands.
In some statements the income and sur
plus are combined which opens up another
serious hazard to the naive beginner who
may assume the last line on the page is net
income when it is most likely to be the
balance of the surplus at the end of the
period. Net income should then be singled
out, perhaps in special print, and with the
earnings per share disclosed, aid the be
ginner in his understanding of the state
ment.
The use of the combined statement of in
come and surplus is increasing and has the
merit of bringing the surplus account closer
to the income account which is most desir
able when there are charges or credits to
surplus.
Another growing practice is the showing
of income figures for previous years. Com
parisons of income are as important to the
stockholder as the results of the current
year. In fact, companies are not only show
ing comparative figures with the preceding
year but there seems to be a trend toward
showing comparative figures over a period
of five to ten years. Also included in pub

share. That is the basis on which they made
their investment and the one which will in
all probability exert the most influence on
market prices. To help these investors to
understand the reports they receive and
more immediately to excite their interest
we can speak their language by providing
them with net income and dividends per
share of stock. This information may be
shown either below the net income figure
or in a footnote tied to net income.
Let us assume an untrained investor serv
ing his apprenticeship in the fine art of in
vestment receives his annual report of the
company in which he has invested. He
turns immediately to the income statement.
There is the net income clearly displayed
but what are the earnings per share? He
may understand the capital section of the
balance sheet. If so, he will seek the num
ber of shares of common stock outstanding
and compute his earnings per share. But
unfortunately many balance sheets issued
to investors show the common stock in
dollars only. If the number of shares are
shown, this investor may still arrive at an
inaccurate earnings per share figure if
changes in the number of shares issued have
occurred during the year. Still more im
portant than these changes may be the
problem of preferred stockholders and their
dividends. How can the beginner know
what share of the net income is applicable
to the common stock. If he cannot find this
needed information readily to help him to
develop his understanding of finance he is
critical both of the company and its ac
countants, at least in his own mind. This
is certainly not conducive to good stock
holder relations for the company nor help
ful to the accounting profession. For here
we have an investor who has financial in
formation he cannot comprehend and what
he understands has been withheld.
A recent survey of annual reports dis
closed that the two items in which stock
holders were most interested were earnings
and dividends per share. Unfortunately it
is these two most important items which
are the hardest to discover from many certi
fied financial statements. Perhaps this is
partly due to the profession’s desire to de
emphasize earnings per share since income
for relatively short periods of time cannot
be determined with exactness except in rare
instances. Provisions for taxes, deprecia
tion, damage claims, inventory obsolescence
requiring considerable judgment and esti
mates, make a single figure purporting to
express the results of operations of little
significance.
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lished reports are statements of assets and
liabilities for a ten-year period.
The Securities and Exchange Commis
sion recognizes that the three-year state
ment of earnings required for new issues
of securities under the Securities Act is not
an adequate picture of the results of an
enterprise. It now generally requires a tenyear earnings summary in each prospectus
for a new issue.
Where ten-year income statements are
not used another form of summary state
ment is gaining in popularity. It may in
clude comparisons for a ten-year period of
such items as the volume of production, net
sales, taxes, payroll and employee dividends,
income, dividends, income added to the busi
ness, total assets, value per share of com
mon stock and income per share of working
capital.
Another major objection of the Commit
tee on Accounting Procedure is to increase
the usefulness of financial statements by
making them more comparable not only as
between different years, but also as between
different companies. Consistency from year
to year in the accounting practice of an
individual company has been recognized
as a major requisite for fair reporting.
Where various alternative accounting prac
tices are possible and have been used by
various companies there has been a con
tinuing effort to determine which is the
best or most suitable practice, and to recom
mend its general adoption. Early examples
of the efforts of the American Institute of
Accountants affecting the determination of
income were the bulletins on bond discount
and expense, and depreciation on appreci
ated assets. A more recent bulletin dealt
with payments under pension plans and
recommended that not only current costs
but also the portion of costs which relate to
prior years’ services be allocated as charges
against current and future income.
The objective of substantial uniformity
of accounting treatment is not always at
tainable as shown by Bulletin No. 29 titled

Inventory Pricing. The committee recog
nized that various methods for determining
cost and also market were acceptable under
the lower of cost or market formula. The
committee considered that some variety in
methods to be used was necessary in view
of the different circumstances which affect
the relationship’s of costs to sales price
under different economic and operating con
ditions. Some uniformity can be gained if
all the companies in a given industry will
adopt uniform inventory pricing methods.
The statement of source and disposition
of funds which is found consistently in
long-form certified reports but seldom used
in published reports has been found to be
easily understood by the stockholder and
the general public. It is a statement which
could be added to many annual reports with
considerable advantage.
Charts and graphs depicting earnings
have been found most useful in making the
public understand.
At last labor, government as well as the
investor and the public have impressed the
business man with the great need of telling
his story simply and well. Accountants can
not only keep him cognizant of modern
trends in financial reporting but can also
help him to blaze new trails of understand
ing.
If professional accountants are truly to
fulfill their function, they must be prepared
to experiment with new forms of state
ments. They have the opportunity to help
the public by devising financial statements
that are simple, easy to understand, and to
the point. A most important source of in
formation is the study of published cor
porate annual reports made each year by
the research department of the American
Institute of Accountants under the title
Accounting Trends and Techniques in Pub
lished Annual Corporate Reports. The first
study was issued by the Institute in 1946.
We must always remember to consider
the stockholders as they are and not as they
should be.

COAST-TO-COAST NEWS
By MARY C. TONNA, San Francisco, Calif.
Meredith. Mr. L. E. Rast, Georgia Auditor
with the Southern Bell Telephone and Tele
graph Company addressed the September
meeting. His subject: “The Accounting De
partment’s Responsibility to Management.”

ATLANTA
Atlanta members are off to a grand start
for the 1951-52 year after catching up on
summer activities at an informal buffet sup
per at the home of President Elizabeth
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